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QUESTIONS ASKED PROM THE POINT OP VIEW OF THE 

BORROWER. 

Q. What are the general pur eposes of the Federal farm-loan act? 

A. To lower and equalize interest rates on first-mortgage farm 
loans; to provide long-term loans with the privilege of repayment 
in installments through a long or short period of years, at the bor- 
rower's option ; to assemble the farm credits of the Nation, to be used 
as security for money to be employed in farm development ; to stim- 
ulate cooperative action among farmers ; to check land monopoly by 
making it easier for tenants to get land ; and to provide safe and 
sound long-term investments for the thrifty. 

Q. When did this act become a law? 

A. It was passed by Congress June 28, 1916, and was signed by 
President Woodrow Wilson July 17, 1916, and became a law 
immediately. 

Q. What^ briefly^ is the machinery for the application of the farmn 
loan act? 

A. There are three parts, as follows: 

1. The Federal Farm Loan Board, consisting of four members, 
named by the President, and the Secretary of the Treasury as 
chairman. 

2. The 12 Federal land banks located in various sections of the 
country. 

3. The many national farm-loan associations organized and con- 
trolled by the borrowers themselves, each made up of 10 or more 
farmers. 

Q. What <ire the duties of each of the above-named organizations? 

A. The Federal Farm Loan Board exercises supervision over the 
entire system. The Federal land banks make the loans and issue 
their bonds or debentures to investors. The national farm-loan asso- 
ciations are organizations of borrowers, and through them applica- 
tions for loans are made to the Federal land banks. 

Q. Who governs directly each of the 12 Federal land bariks? 

A. When a bank is first established, the Federal Farm Loan Board 
names five directors from its district to run it temporarily. When 
it has loaned as much as $2,000,000, so that farm-loan associations 
subscribe to $100,000 of its stock, being 5 per cent thereof, it is to 
have nine directors — ^six to be elected by the national farm-loan 
associations of its district and three to be appointed by the Federal 
Farm Loan Board. Directors are elected and appointed for three- 
year terms, two being elected and one appointed each year. The 
directors choose the bank officers. 

Q. What determines the location of the banks? 

A. The Federal Farm Loan Board locates these banks with a view 
to serving most advantageously the farm-loan needs of the country. 

Q. Whxt is their capiUd stock? 

82968 «»— 17 
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4 THE FABM LOAN PBIMEB. 

A. Each bank starts with a capital of $750,000, but it gets addi- 
tional money for lending by automatic increase of its capital stock 
and through the sale of its bonds by pledging the mortgages it takes 
as collateral security. 

Q. Who may own stock in the Federal land hanks? 

A. It is open for general subscription. The stock is placed on sale 
for 30 days, and if the public does not buy it the Government takes 
it at the end of that time. 

Q. Has it voting power? 

A. Only the stock held by the Government and by the national 
farm-loan associations has voting power. 

Q. Will this stock pay dividends? 

A. If the banks make a profit they will pay dividends on all stock 
except that held by the Government. 

Q. Will you explain how after a hank lends its original capital it 
gets additional money to lend to farmers? 

A. When a bank has loaned $50,000 or more on first mortgages, it 
may then issue not less than $50,000 of bonds against these mortgages 
and thus borrow money to lend to farmers. T^is proceae is repeated 
over and over until the capital of the bank is turned over 20 
times. If the capital of the bank were limited to $750,000, the bank 
would have a loaning capacity of only $15,000,000. But the law 
provides for the automatic increase of the capital of the bank from 
the fact that each national farm loan association is required to buy 
stock in the bank equal to 5 per cent of the loans it procures for its 
members. Since each bank is permitted to lend 20 times its 
capital to the members of the associations, it will be observed that 
as $1,000 is added to its capital, the loaning capacity is increased 
$20,000, the ratio between the capital and the loaning capacity re- 
maining always the same. There is no limit to the capacity of the 
bank to serve the needs of the farmer borrower, so long as it can sell 
its bonds with first mortgages on farm land pledged as security. 

Q. What hecomes of the land-hank stock owned hy individuals and 
the Government? 

A. The Government stock and other stock, if originally subscribed 
by others than borrowers, is gradually paid off and retired as the 
subscriptions by farm loan associations are made. This is essen- 
tially a farmers' banking system, and the law contemplates that the 
farmers shall eventually own and control it. 

Q. May these Federal land hanJcs accept deposits or do a general 
hanking husiness? 

A. They may accept deposits only from farm loan associations. 
The associations may accept deposits from anybody only for tke 
purchase of Federal farm loan bonds or first mortgages. This money 
must be forwarded at once to the Federal land bank. Certificates 
are issued for such deposits bearing not over 4 per cent per annum 
after six days. When the certificates aggregate $25 or any multiple 
thereof they may be exchanged for Federal farm loan bonde of an 
equal amount. No other banking business may be transacted. 

Q. What is the ohject of this feature of the act? 

A. To encourage thrift among the people and make saving money 
easy and convenient for farmers and their families, and to make pos- 
sible the purchase of farm loan bonds on the installment plan. 
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THE FARM LOAN PRIMER. 5 

Q. Who may horrow money from the Federal land hanks f 

A. Only persons who are the owners or are about to become the 
owners of farm lands and who are or intend to be actually engaged 
in farming. 

Q. What should a "person do desiring to make a loan? 

A. He should apply for membership in the nearest farm loan asso- 
ciation. 

Q. What should he do if there is no national farm loan association 
within easy reach? 

A. He should organize a national farm-loan association in his 
community together with nine or more other persons who are farm- 
ers or prospective farmers. 

Q. How may a national farm loan association he formed? 

A. One of the organizers should write to the Federal Farm Loan 
Board in Washington, D. C, asking for blanks and instructions 
how to proceed, which will be mailed on request. When these are 
received the prospective borrowers should hold an organization meet- 
ing and elect from their members a board of five or more directors 
and this board should elect a loan committee of three, a president, a 
vice president, and a secretary-treasurer, who is a bonded officer. 
The secretary-treasurer may or may not be a member of the asso- 
ciation. These 10 or more farmers should make application in 
writing to the Federal land bank for loans to the aggregate amount 
of $20,000 and for a charter to do business. They must sign and 
acknowledge articles of association and forward them to the Fed- 
eral land bank. The Federal land bank will then send its appraiser 
to inspect the land offered as security for the loans applied for, 
and, if satisfactory, the loans will be authorized when the charted 
is granted to the association. The bank then advances the money 
through the secretary-treasurer of the local association. In the appli- 
cation signed by borrowers each must indicate how much money he 
desires and must list the value of the land to be mortgaged as security. 

Q. Then^ I am given to understand that the most important unit 
of this entire hanking system is the local cooperative association^ 
organized hy 10 or more farmers? 

A. Yes; it is the door through which the farmer borrower enters 
into the benefits of the system. It is the cooperative agency which 
gives the machinery for borrowing and investing, for voting, and 
for protection against loss. It is the foundation stone of the whole 
system. 

Q. Then^ to get the full heneflt of this system^ it is to the interest 
of the farmers to organize into these groups as quickly as possible? 

A. Yes; they should organize at once, so they will be ready to 
get their charters as soon as the Federal land banks are located. 

Q. May any hut farmers join the national farm loan associations? 

A. Yes; prospective farmers who are about to purchase land for 
their own use may also join. They must indicate in their applica- 
tions what land they expect to come into possession of. 

Q. What is the ma^m/am and minimwm amA)wnt of loans? 

A. No one farmer may borrow more than $10,000 nor less than 
$100. No national farm loan association may start with less than 
$20,000 in loans. 
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Q. What is the object of limiting the size of the loans? 

A. The Government wants to benefit the actual fanner, not the 
i^>eculator. Limiting the size of the loans to $10,000 prevents the 
use of this act for the purposes of land speculation and monopoly. 

Q. Who passes on the value of the land offered as security? 

A. The local national farm loan association has a loan committee 
of three members for this purpose, who must agree upon the valua- 
tions. Then, after the report of the loan committee has been sent 
with the application for loans to the Federal land bank, the value 
of the security will be examined into by the appraiser of the Federal 
land bank. 

Q. What percentage of the value of the security may be borrowed? 

A. Up to 50 per cent of the appraised value of the land and 20 
per cent of the appraised value of the permanent insured improve- 
ments. That is, if your land is appraised at $15,000, you would be 
entitled to borrow $7,500; and if your improvements are worth 
$5,000, you could borrow $1,000 more, or $8,500 in all. 

Q. May the m^ney borrowed be expended for any purpose? 

A. No. The money may be spent only to dischar^ indebtedness 
incurred for the purchase of land, for the payment or a mortgage or 
debt already existing, for purposes specified m the law, for the pur- 
chase of live stock, or for any kind of productive improvements, such 
as fertilizer, needed buildings, drainage, etc. 

Q. What is the object of these limitations? 

A. It is the policy of the law to benefit only the actual farmer, 
and especially the farmer of small or medium-sized operations, who 
is most in need of credit facilities. 

Q.' WUl it cost anything to have titles examined? 

A. No. 

Q. Will the borrower pay for abstracts of title? 

A. Yes. 

Q. Could the local association employ a man to provide abstracts 
and thus perhaps save expenses? 

A. Yes. That is one or the advantages of cooperation. 

Q. Wha>t is meant by " amortization "/ 

A. Amortization is the term applied to the process of reducing an 
indebtedness by installment payments of a fixed amount, which in- 
cludes interest and a part of the principal, throughout a period of 
years. 

Q. Are all the loans under the Federal farm-loan system made on 
this plan? 

A. Yes. 

Q. How long may these loans run? 

A. Anywhere from 5 to 40 years, at the option of the borrower. 

Q. And at what rale of interest? 

A. The rate of interest charged on loans will be determined by the 
rate of interest paid on the bonds or debentures of the Federal land 
bank. To illustrate : If the bonds carry 4 per cent interest, the rate 
of interest on money loaned to farmers can not be more than 5 per 
cent, because the law provides that there shall be a margin of not 
more than 1 per cent between the rate of interest paid by the banks 
on the bonds and the rate of interest charged on the mwiey loaned. 
This margin is to pay the expenses of the bank, but in no event will 
the interest rate to farmers be more than 6 per cent. - 
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THE FARM LOAN PRIMEB. 7 

Q. WiU the rate of interest charged be the same in every land- 
hank district? 

A. Probably about the same. 

Q. How can this he trtie when each Federal land bank issues its 
honds separately? 

A. Because the bonds of each bank are guaranteed by every other 
bank and are therefore equally secure. 

Q. Suppose the interest rate is lowered after the hanks are in op- 
eration; will the early borrowers be forced to continue at the high 
rate? 

A. No. They may borrow after five years under a reappraisement 
and pay oflf the mortgages originally given. 

Q. How are interest and principal payments to be mxide? 

A. The secretary-treasurer of the local farm loan association is 
required to collect the inistallments from the borrowers in his asso- 
ciation and remit them to the Federal land bank. Both interest and 
principal are included in the equal annual or semiannual installments 
throughout the entire period oi the loan. 

Q. May a borrower pay off his loan before maturity? 

A, He may pay all or any part at any interest-paying date after 
the mortgage has run five years. 

Q. You say a farmer who borrows is required to buy stock of his 
local association equal to 5 per cent of his loan. What becomes of 
this stock? 

A. It is held by the local loan association as collateral security 
until the farmer pays oflf his debt. Then the money is returned to 
him, or the farmer may use it as the last payment of his debt. In 
the meantime, his stock is entitled to receive its proportionate share 
of the dividends which the association declares. 

Q. What does the local association do with the m^ney the borrower 
pays for his stock? 

A. The association buys stock of the Federal land bank. This is 
done to increase the Federal land bank's capital in order that it may 
make loans. 

Q. Who gets the dividends on this stock while it is held as col- 
lateral security by the local loan association? 

A. The borrower, except that part used to pay the expenses of the 
local loan association. 

Q. Why does the local association hold the borrower's stock? 

A. The amount paid for the stock by each borrower in that asso- 
ciation becomes a part of the assets of the local association, and may 
be used only in case some borrower fails to pay and his land does not 
satisfy the face of the mortgage. 

Q. Is there much likelihood thai this stock will ever have to he 
used for that purpose? 

A. No ; because the loans do not exceed 50 per cent of the appraised 
value of the land. 

Q. Is there any other possible liability on the part of the borrower? 

A. Yes ; in case of severe losses experienced by the local loan asso- 
ciation which make it imable to meet its obligations, each borrower 
is personally liable for an amount equal to the face value of his 
stock. This is the double-liability feature which has always been the 
rule in national bank stock ownership. 
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Q. Then the tototl personal responsibility of the borrower for the 
debts of the association is only 5 per cent of the (yriginal fo/ce of Ms 
loan? 

A. Yes. 

Q, And what is the likelihood that this 5 per cent wiU ever he 
called for? 

A. It is very remote. If loans are conservatively made no loss 
could reasonably occur that would call for this 5 per cent liability. 
This illustrates the necessity for careful management of the local loan 
association and demonstrates one of the reasons for its existence — the 
creation of a body for the exclusion of bad risks and for the con- 
servative valuation of lands. 

Q. Then it is not true^ as many have supposed^ that one member of 
a national farm loan aAsociation is placed wnder unlim^ited liability 
for the debts of his associates? 

A. No. He IS liable only to the extent shown above, the total possi^ 
ble personal liability being 5 per cent of his loan, and that to be called 
only when the association has become insolvent. In such case the 
borrower may lose part or all of the stock held by him in the asso- 
ciation and in addition thereto he may be liable for all or part of an 
additional 5 per cent of the amount of his loan. 

Q. How may an association become insolvent? 

A. By the failure of one or more of its members to make their pay- 
ments and inability of the association to make the amount of his in- 
debtedness from the sale of his land. 

Q. So there is no danger of the borrower losing the value of his 
stock in the National Farm Loan Association or being caJled upon to 
pay an additional amount equal to 5 per cent of the amount of his 
loan if the land of every member that is taken as secwrity can be sold 
at all times for an amowrvt equal to his indebtedness? 

A. Absolutely none. 

Q. Suppose a borrower fails to meet his payments; what happens? 

A. If, in the judgment of the directors of the local loan association, 
the default was unavoidable, the local association may carry the bor- 
rower for two years; but the borrower is required to pay 8 per cent 
interest on overdue payments while he is in arrears. The local asso- 
ciation may borrow money at 6 per cent interest from the Federal 
land bank to temporarily meet the defaulted payments of its members. 

Q. So the local association is responsible for the installment pay- 
ments to be made by its members as they mature? 

A. Yes; it is the duty of the secretary-treasurer of the local asso- 
ciation to see that these payments are promptly made and to remit 
them to the Federal land bank. It is also his duty to see that each 
member keeps his taxes paid, to see that insurance policies are kept 
renewed, and to look after everything that tends to the welfare of 
the local association. He is the custodian of the records and securi- 
ties of the local association ; he makes quarterly reports to the Federal 
Farm Loan Board as to the condition of the local association, and 
must report to the Federal land bank any failure on the part of a 
borrower to cwnply with the terms of his application or mortgage. 
In fact, he is the agent for the local association in its relations with 
the Federal land bank. 
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Q. Does the secretary-tredsurer receive a salary f 

A. His compensation is fixed by the directors of the local associa- 
tion. All other officers of the local association serve without salary 
unless the Fedw:*al Farm Loan Board approves the payment of 
salaries. The secretary -treasurer may serve without salary if he will. 

Q. Whence comes the mo^iey to pay his salary f 

A. The national farm loan association has two sources of revenue. 
It gets dividends from the Federal land bank on its land bank stock, 
and is also permitted to collect out of the interest payments not to 
exceed one-eighth of 1 per cent semiannually on the unpaid principal 
of its members' loans, in anticipation of dividends. 

Q. What detemdnes the voting strength of each member of the 
local association? 

A. Each member has one vote for each $5 share of stock. A man 
who borrows $1,000 would necessarily have $50 worth of stock, or 
10 votes. But no one stockholder may have more than 20 votes. 

Q. May any hut borrowers belong to these local loan associationsf 

A. No ; membership is confined to stockholders, and borrowers only 
may be stockholders. 

Q. May a local loan association increase its membership after it is 
organized and in operation? 

A. Certainly. It may admit any borrower who subscribes to stock 
equal to 5 per cent of his loan. He is admitted only by a two-thirds 
vote of the directors of the association. 

Q. Is there a/ny limit to the number that mm/ be merriberst 

A. No. 

Q. May real estate speculators borrow to buy land? 

A. No. None but actual farmers or prospective farmers may bor- 
row, and only those whom the association is willing to admit to 
membership. 

Q. Suppose I own a farm^ worth ordy $20 an acre because it is 
marshy. Suppose I underdrain it and make it worth $lfi an acre. 
May I double my loan? 

A. If you double the appraised value after five years you may 
double the loan. 

Q. Suppose a prospective borrower can not raise the 50 per cent of 
the purchase price of land; would he be peirmitted to execute a second 
mortgage to come aue while the amortized loan was being paid off? 

A. Yes. With a long-time amortized loan it ought to be much 
easier than at present to place a second mortgage, because the first 
mortgage is gradually reduced every year and the required payments 
thereunder may be made so small as not to menace the ultimate 
security of the second mortgage. But the law does not allow the 
Federal land banks to lend on second mortgages. 

Q. How can I get the benefits of this system if I live out in a 
remote section where it is impossible to get 10 or more persons to 
form an association? 

A. If no local association is formed in your section after the law 
has been in effect for one year — that is, by July 17, 1917 — the Federal 
land bank is empowered to appoint as its agent in your territory any 
bank or trust company or mortgage company organized under State 
charter. This bank or company may make the loan for you under 
the Federal farm loan system, providing you subscribe to the stock 
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of the Federal land bank to the amount of 5 per cent of the face of 
your loan. The bank or company acts as agent and guarantees your 
loan. For so doing it is allowed a commission not exceeding one-half 
per cent per annum on the unpaid principal of the loan. 

Q. / Jiave read something o^out joint-stock land hanks which may 
he organized under this system. Please tell me ah out them,, 

A. The act provides that private individuals may organize joint- 
stock land banks, with capital stock of at least $250,000 each, and 
consisting of not less than 10 stockholders. One-half of the capital 
stock must be paid up when the bank starts business and the other 
half is subject to call. The joint-stock land bank has the right to 
issue bonds after its capital is fully paid up, just as the Federal land 
banks do, and it may make loans at a rate 1 per cent per annum 
above the rate which its last issue of bonds bears. Joint-stock land 
banks are not permitted to charge over 6 per cent interest. The law 
does not contemplate that these banks shall secure their capital from 
borrowers by promising loans. 

Q. May a joint-stock land hanJc take a second mortgage? 

A. Nothing but a first mortgage may be utilized as security for 
an issue of bonds. 

Q. Does it operate under the amortization plan? 

A. Yes. 

Q. Do the Federal land hamks guarantee the honds of the joint- 
stock land hanks f 

A. No; the Federal land banks have no connection with the joint- 
stock land banks. 

Q. Does the Federal Farm Loam, Board supervise the operation 
of joint-stock land hanks? 

A. Yes. These joint-stock land banks are private institutions 
intended for the investment of private capital, but they are super- 
vised by the board and inspected by its examiners. 

AMORTIZATION TABLE. 

The following table shows the payments required annually to wipe 
out interest and principal on a $1,000 loan in from 10 to 40 years at 
6 per cent, 5^ per cent, and 6 per cent interest. 



Term (years). 


Rate of interest. 


6 per cent. 


6J per cent. 


6 per cent. 


10 .-. 


$129.50 
96.34 
80.24 
70.95 
65.05 
61.07 
58.28 


$132.67 
99.63 
83.68 
74.55 
68.81 
64.97 
62.32 


$135.87 
102.96 
87.18 
78.23 
72.65 
68.97 
66.46 


15 


20 


25 


30 


35 


40 





The borrower can fix the time he wants his loan to mn, and this 
fixes the amount he must pay every year in order to pay it off, both 
principal and interest. He can not fix the rate of interest, for this 
IS determined by the rate of interest which the Federal land bank 
must pay in order to sell its bonds. 
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If the rate of interest which the borrower must pay is 5 per cent, 
and the borrower says he wants 20 years in which to pay off his 
mortgage, then the above table tells him he must pa}^ $80.24 every 
year on each $1,000 he borrows. He will pay proportionately for a 
smaller or larger amount. 

If he wants his mortgage for $1,000 to run for 40 years, then the 
table shows him, under the same interest rate, that he must pay $58.28 
annually. At 6 per' cent interest for the same time the table says 
$66.46 per $1,000. 

It should be remembered, as previously stated, that no matter what 
term the borrower fixes at the beginning for his mortgage to run, he 
has the privilege of paying it off at any interest period in whole or 
in part. 

QUESTIONS OF PROSPECTIVE INVESTORS ANSWERED. 

Q. You have spoken entirely from the point of view of the farmer 
horrower. Suppose I have money to invest^ how does this system^ 
interest mef 

A. The bonds of the Federal land banks ought to be a very attrac- 
tive investment for you. 

Q. Why? 

A. Because they are secure, will command a ready market, and 
because they are free from all forms of taxation. 

Q. Why are they secure? 

A. Because they have specifically pledged as security first mort- 
gages on farms, the appraised valuation of which is twice as great 
as the obligation against them. 

Q. Is tJuit aU the security there isf 

A. No. The assets of all the 12 Federal land banks are behind the 
bonds of all the banks. 

Q. And is that all? 

A. No; they are secured also by the 5 per cent stock owned by 
each farmer-borrower and held as collateral security by the local 
loan associations. 

Q. Is that all the security? 

A. If that is not sufficient to meet the bonds, there is the additional 
5 per cent liability against each farnjer-stockholder. 

Q. So^ as a matter of fact^ the security hack of the bonds is twice 
their face value plus the resources of the 12 Federal land hanJcs plus 
thrC indorsement of the National Farm^ Loan Associations, 

A. Yes ; and with the further assurance that the wide distribution 
of the security, so unaffected by local conditions in any part of the 
Nation, will contribute to the value and stability of the security and 
make losses almost an impossibility. 

Q. You say the bonds are free of all forms of taxation. Does that 
include income tax and all forms of State and municipal tax of every 
kind and character? 

A. Yes. 

Q. And is the income of all these bonds also free of taxation? 

A. Yes. 
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Q. Does the Govem/ment guarantee these bonds f 

A. No; but they are issued under the supervision of the Govern- 
ment and can not be issued until Government authorities have passed 
upon the securities and satisfied themselves that each dollar of bonds 
issued is secured by at least $2 worth of land, and each bond will con- 
tain on its face a certificate of its regularity signed by the Federal 
Farm Loan Commissioner, a Government official. 

Q. In what deno7nmatio7is are these bonds to be issued? 

A. In $25, $50, $100, $500, and $1,000. 

Q. Are they protected against cownterfeiting? 

A. They will be printed and engraved by the Government Bureau 
of Printing and Engraving the same as money is printed, and will 
be as caretully protected from counterfeiting as money is protected. 

Q. WUl the bonds of all the bwnks bear the same rate of interest? 

A. Probably, because they have equal security and are mutually 
guaranteed. 

Q. Must a bank get authority from the Federal Farm Loan Board 
to issue bonds? 

A. Yes ; and the bank may issue them only after it has taken ap- 
proved first mortgages with which to secure them and deposited such 
mortgages as collateral security. 

Q. Can you tell what rate of interest these bonds will bear? 

A. Not yet. The rate will depend upon supply and demand. The 
rate will be just as low as possible so as to dispose of enough of the 
bonds at par to keep the bank supplied with money to meet the de- 
mands of farmers. 

SUPPLEMENTAL QUESTIONS ANSWERED. 

Q. What constitutes an ^'actual fwrm^r'^'^? 

A. An actual farmer is one who conducts the farm and directs its 
entire operation, cultivating the same with his own hands, or by 
means of hired labor. An owner, to borrow under the Farm Loan 
Act, must be responsible in every way, financially and otherwise, for 
the cultivation of his land. 

Q. What is the meaning of ^' equipment '^'^f 

A, Equipment consists of the implements needed in the conduct of 
a farm to facilitate in its operation. It might consist of teams as 
well as machinery, tools, and like articles. 

Q. What is the meaning of ^' improvement'^'^ ? 

A. Anything in the form of beneficial structure, or any useful, 
permanent physical change tending to increase productive value, such 
as clearing, tiling, draining, fencing, buildings, etc. 

Q. Has a Farm Loan Association the right to appoint an attorney 
to draw up abstracts and pay him out of its offictal fwnds^ or should 
the members of the associalion club together as individu-als and have 
this done? 

A. Each borrower is required to furnish his own abstract and the 
applicant must stand the expense of preparing this abstract. An 
association has no right to employ anjr of its corporate funds to pay 
for the preparation of abstracts for its members. This must be an 
individual charge, and if members of an association club together to 
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have tills work jointly done they must do it as individuals and not as 
an association. Each borrower is free to make his own choice in the 
selection of an attorney or abstractor. 

Q. May members of a partnership borrow? 

A. Yes, if one or both are farmers and engaged in the cultivation 
of the land mortgaged. Partners must join severally in executing 
the mortgage and one should give the other authority to represent 
him in the Farm Loan Association, as only one can have membership. 

Q. WiU the Federal Land Bamks make any charge for exaamnation 
of abstracts of title? 

A. The examination of abstracts, whai furnished, will be made by 
the bank's general attorney at its office, and for this examination no 
charge will be made. In districts where abstracts are not obtainable 
except by examination of the records, the borrower will have to bear 
the cost of such examinations. 

Q. Wh^n a hAisband and wife execute a joint mortgage should one 
give the other power of attorney to be the representative in the Farm 
Loan Association? 

A. Both husband and wife should sign the mortgage, but the one 
in whose name the title stands should be the member of the associa- 
tion, 

Q. What is the basis for appraisvng lands? 

A. The appraisement of a farm should represent the best judg- 
ment of the members of the loan committee as to the value of the 
land in question, the principal factor being the productivity of the 
land when used for agricultural purposes, but taking also into con- 
sideration the salability of the land and prevailing land prices in 
that community. 

Q. What will be the size of the bond of the secretary -treasurer? 

A. This will depend upon the size of the association. The bond 
need not be large enough to cover the aggregate amount of money 
borrowed by the members of the association because this money will 
be transmitted in such a way as never to be in the exclusive control 
of the secretary-treasurer. It should be large enough merely to cover 
the interest and amortization payments, called the installments, as 
well as the deposits likely to be in the hands of the secretary-treasurer 
at any one time. 

Q. What is the judgment of the Farm Loan Board a^ to com- 
pensation fonr the loan corwmittee? 

A. This depends so much on the size of the association that no 
fixed rule can be made. Since this is a cooperative banking system, 
the Farm Loan Board desires that the work, as far as possible, be 
done without expense. The board believes that in a small associa- 
tion it will not be necessary to pay the loan committee any fees. The 
board believes that in very few cases will it be necessary to pay the 
loan committee more than actual expenses. 

Q. What is the judgment of the Farm Loan Board as to the com^ 
pensation to be paid the secretojiry -treasurer? 

A. This also depends so much upon his relative duties as fixed by 
the size of the association that it is difficult to name an amount. 
In many cases it is possible to secure the services of a competent, 
public-spirited citizen to act as secretary-treasurer without com- 
pensation. 
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This compensation should be based upon the time actually required 
to perform the work of the association. 

Q. May one man^ hy awning two pieces of land^ become a member 
of two associations and^ borrow in excess of $10fiOO, 

A. He may become a member of two associations, but the total 
amount of his loans may not exceed $10,000. 

Q. May an association operate ajcross State lines even if both 
States are in the same bank district? 

A. No; no association may designate territory in two States in 
which loans can be made. 

Q. In a general way^ what sort of abstracts will be required? 
Must they be prepared by bonded abstra/ytors^ or is this a matter for 
the judgment of the land bank officials? 

A. It is a matter for the Federal Land Banks to determine. Anjr 
abstract of title sanctioned by ordinary sound business usage in the 
community will be sufficient under this act. The Federal Land 
Banks will recognize any system of title registration approved by the 
law of the State in which the land is located. 



Copies of tliis f ircular may be secured free by addressliii: the Federal Farm Lkmui Board* 
Treasury Department, Washington, D. C. 
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QUESTIONS ASKED FROM THE POINT OF VIEW OF THE 

BORROWER. 



Q. WhM,t are th^ general purposes of the Federal Farni Loan Act? 

A. To lower ana equalize interest rates on first-mortgage farm 
loans; to provide longer term loans with the privilege of repayment 
in installments through a long or short period of years ; to assemble 
the farm credits of the Nation to be used as security for money to 
be employed in farm development; to stimulate cooperative action 
among farmers ; to check land monopoly by making it easier for ten- 
ants to get land; and to provide safe and sound long-term invest- 
ments for the thrifty. 

Q. WJien was this ajct made a law? 

A. It was passed by Congress June 28, 1916, and was signed by 
President Woodrow Wilson July 17, 1916, and became a law imme- 
diately. 

Q. WhM^ hriefly^ is the nuichinery for the application of the Farm, 
Loan Act? 
A. There are three main divisions, as follows : 

1. The Federal Farm Loan Board, of five members, named by the 
President. 

2. The 12 Federal land banks scattered throughout the Nation. 

3. The many national farm loan associations, each made up of 10 
or more farmers who borrow from the Federal land banks. 

Q. What are the general duties of the Federal Farm Lown Board 
and how is it organized? 

A. This board establishes the 12 Federal land bank districts, estab- 
lishes the banks, names the first set of bank directors, supervises the 
bond issues of all the banks, and is responsible for the general conduct 
of the entire Federal Farm Loan system. One member is named for 
eight years, one for six, one for four, and one for two years. In the 
future members will be named for eight-year terms, one new member 
Q; being named every two years. The Secretary of the Treasury is the 

^ fifth member of the board and is its chairman ex oflGicio. 

-'^ Q. What determines the location of the 12 Federal land hanks? 

^ . A. The Federal Farm Loan Board locates these banks with a 

, view to serving most advantageously the farm-loan needs of the 

^ Nation. 

* Q. What is the capital stock of the 12 Federal land hanks? 

^ A. Each bank starts with a capital of $750,000, but it gets ad- 

ditional money for lending by automatic increases in its capital stock 

* and by the sale of its bonds. 

^ 64741"— 16 3 
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Q. ^Yho may own stock in the Federal land hanks? 

A. It is open for general subscription. The stock is placed on sale 
for 30 days, and if the public does not buy it the Government takes 
it at the end of that time. ^^ 

Q. Has U voting power? 

A. Only the stock held by the Goyernment and by the national 
farm loan associations has voting power. Stock held by individuals 
has no voting power. 

Q. Will this stock vay dividends? 

A. If the banks mate a profit they will pay dividends on all stock 
except that held by the Government. 

Q. WiU you explain how after a hamk lends Us original capital 
it gets additional rrwney to IcTid to farmers? 

A. When a bank has loaned $50,000 and taken $50,000 of first 
mortgages, it may then issue $50,000 of bonds against these mortgages 
to produce another $50,000 to lend to farmers. This process is re- 
peated oyer and over until the capital of the bank is turned over 
twenty times. If the capital of the bank were limited to $750,000, 
the bank would have a loaning capacity of $15,000,000. But the 
law provides for the automatic increase of the capital of the bank 
because each national farm loan association is required to buy stock 
in the bank equal to 5 ip^r cent of its loans. Since the bank is per- 
mitted to lend twenty times its capital, it will be observed that as 
$1,000 is added to the capital, the loaning capacity is increased 
$20,000 and the ratio between the capital and the loaning capacity 
lemains always the samei, sud there is no limit to tiie capacity of the 
bank to serve the needs of the farmer borrower, so long as it can sell 
its bonds. 

Q. What "becomes of the land hank stock owned hy individuals and 
the Govem/menJb? 

A. The Government gtock is gradually paid off and retired as the 
subscripticms by farm loan associations increase. This is essentially 
a farmers' banking system and the law contemplates thai the farmers 
shall eventually own and ccmtrol it. 

Q. What becomes of a farmer^ s stock when he pays of his loan? 
A. He may turn it in lor cash at par or he may turn it over at its 
par value as the last payment on his loan. 

Q. Who governs directly each of these Federcd land hanks? 

A. When a bank is first established the Federal Farm Loan Board 
names five directors frcun its district to run it temporarily. When 
it has loaned money so that farm loan associations subscribe to 
$100,000 of its stock, it is to have nine directors — six to be elected 
by the national farm loan associations of its district, and three to be 
named by the Federal Farm Loan Board. Directors are elected for 
three-year terms. The directors choose the bank officers. 

Q. How do farmers go about it to borrow from, the Federal land 
banks? 

A. By applying for membership in the nearest national farm loan 
association. 

Q. What is a farmer to do if there is no nxitional farm loan asso- 
ciation witJmi easy rewch? 
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A. He should find 10 or more farmers or prospective farmers in 
his community who wish to borrow, and with them form a national 
farm loan association. 

Q. How may a national farm loan association he formed? 

A. These 10 or more farmers should make application in writing 
to the Federal land bank for a^jcharter to do business. The Federal 
Farm Loan Board in Washington will furnish blanks for that pur- 
pose. The 10 or more farmers must sign articles of association, swear 
to them, and forward them to the Federal land bank. The Federal 
land bank will then send its appraiser to inspect the security, and 
if satisfactory the loans will be authorized when the charter is 
granted to the association. The bank then advances the money 
through the secretary-treasurer of the local association, who is a 
bonded officer. In the application signed by borrowers each must 
indicate how much money he desires and must list the value of the 
land to be used as security. Full instructions for organization are 
contained in circulars 1 and 2, which will be furnished on application. 

Q. Who passes on the vahte of the security? 

A. The local national farm loan association has a loan committee 
of three members, who must agree unanimously upon the valuations. 
Then after they have made their written report it must be confirmed 
by the appraiser of the Federal land bank. 

Q. What is the maximv/m, and minmvwm am,ownt of loans? 

A. No one farmer may borrow more than $10,000 nor less than 
$100. No national farm loan association may start with less than 
$20,000 in loans. 

Q. May anaj hut farmers join the national farm* loan associations? 

A. Yes; prospective farmers who are about to purchase land for 
their own use may also join. They must indicate in their applications 
what land they expect to come into possession of. 

Q. What is the ohject of limiting the size of the loans? 

A. The Government wants to benefit the actual farmer, not the 
landlord or the speculator. Limiting the size of the loans to $10,000 
prevents the use of this act for the purposes of land monopoly. 

Q. What percentage of the value of the security may he horrowed? 

A. Up to 50 per cent of the value of the land and 20 per cent of 
the value of the permanent insured improvements. That is, if your 
land is appraisea at $15,000, you would be entitled to borrow $7,5(K) ; 
and if your improvements were worth $5,000, you could borrow 
$1,000 more, or $8,600 in all. 

Q. Will it cost anything to have titles examined? 
A. No. 

Q. Will the horrower pay for abstracts of title? 
A. Yes. 

Q. Could the local association employ a m/in to provide abstracts 
and thus perhaps save expenses? 

A. Yes ; that is one of the advantages of cooperation. 

Q. What is meaml hy " amortizalionP'^ 

A. Amortization is the term applied to the process of reducing an 
indebtedness by installment payments through a period of years. 
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Q. Are all loans under the Federal Farm Loan sy stern* made on this 
planf 
A. Yes. 

Q. How long may these loams temf 
A. Anywhere from 5 to. 40 years, at the option of the borrower. 

Q. And at what rate of interest f 

A. The rate of interest on loans will be determined by the rate of 
interest at which the bonds will sell. To illustrate : If the bonds sell 
at 4 per cent, the rate on money loaned to farmers can not be over 5 
per cent, because the law provides that there shall be a margin of 
not more than 1 per cent between the price of the bonds and the 
rate of interest on money loaned. This margin is to pay the expenses 
of the bank. If these expenses are less than 1 per cent the rate of 
interest will be reduced by just that amount. In no event will the 
interest rate to farmers be more than 6 per cent. 

Q. How are interest and amortization payments to he made? 

A. The secretary-treasurer of the local farm loan association is 
required to collect the payments from the borrowers in his association 
and remit them to the Federal land bank. Both interest and prin- 
cipal are to be lumped into equal annual or semiannual installments 
tlu'oughout the entire period of the loan. 

Q. May a horrower pay of his loan hefor^ maturity? 
A. He may pay it all or m part on any interest-paying date after 
the mortgage has run five yeara 

Q. You say a farmer who harrows is required to huy stock of his 
local association equal to 6 per cent of his loan. What becomes of 
this stock? 

A. It is held by the local loan association as collateral security 
until the farmer pays off his debt. Then tiie mcmey is returned to 
him, and the farmer may use it as the last payment of his debt. 

Q. What does the local association do with the m/yney the borrower 
pays for Ms stock? 

A. It buys stock of the Federal land bank, so as to increase the 
land bank's capital so that it can make more loans. 

Q. Why does the local association hold the horrower'^s stock? 

A. The stock purchased by each borrower in that association is a 

Sart of the assets of the local association and is to be used to meet 
ef aults in case some borrower defaults and his land does not satisfy 
the face of the mortgage. 

Q. Is there mjuch likelihood that this stock wiU ever have to he used 
for that purpose? 

A. No; because the loans do not exceed 50 per cent of the appraised 
value of the land. 

Q. Is tJiere any other possible liability on the part of th^ borrower? 

A. Y^s. In case of a very severe loss experienced by the local loan 
association each borrower is liable for anotiier 5 per cent. This is the 
double-liability feature which has always been the rule in national 
bank stock ownership. 

Q. T?ien the total responsibility of the borrower for the debts of 
other members of the association is only 10 per cent of the face of 
his loan? 

A. Yes. 

Digitized by CjOOQIC 



THE FABM LOAN PBIMBB. 7 

Q. And what is the likelihood thai thds 10 per cent wight ever he 
called for? 

A. It is very remote. If loans are conservatively made no loss 
could reasonably occur that would call for either of these 5 per cent 
liabilities. This illustrates the necessity for careful management 
of the local loan association and demonstrates one of the reasons for 
their existence — ^the creation of a body for the exclusion of bad risks 
and for the conservative valuation of lands. 

Q. Then it is not true^ as nuMfiy have supposed^ that one member of 
a national farm loan association is placed under unlimited liability 
for the debts of his associates? 

A. No. He is liable only to the extent shown above, the total pos- 
sible liability being 10 per cent of his loan, and that to be called upon 
only when the sale of the mortgaged land fails to meet the aebt 
against it. 

Q. Suppose a borrower fails to meet his payments; what happens? 

A. If, m the judgment of the local loan association, the default 
was unavoidable, the local association may carry the borrower, but 
the borrower is required to pay 8 per cent interest on overdue pay- 
ments while he is in arrears. The local association may borrow money 
from the Federal land bank to temporarily meet the defaulted pay- 
ments. 

Q. So the local association is responsible for interest and amortisa- 
tion payments from its members? 

A. Yes. It is the duty of the secretary-treasurer of the local 
association to see that these payments are promptly made. It is also 
his duty to see that each member keeps his taxes paid, to see that in- 
surance policies are kept renewed, and to look after everything that 
tends to the welfare of the local association. He is custodian of the 
records and securities of the local association; he makes quarterly 
reports to the Federal land bank as to the condition of the local 
association. In fact, he is the agent for the local association in its 
relations with the Federal land bank. 

Q. Does he get paid for doing this? 

A. His compensation is fixed by the directors of the local associa- 
tion. All other officers of the local association serve without salary 
unless the Federal Farm Loan Board approves the payment of 
salaries. The secretary-treasurer may serve without salary if he will. 

Q. Whence comes the m/yney to pay the secretary -treas^i/rer'^s salary ? 

A. The national farm loan association has two sources of rev- 
enue. It gets dividends from the Federal land bank on its land-bank 
stock and is dbso permitted to collect out of the interest payments 
one-eighth of 1 per cent on the unpaid balances of its mwnbers' loans, 
in anticipation of dividends. 

Q. What determines the voting strength of each member of the 
local association? 

A. Each member has one vote for each $5 share of stock. A man 
who had borrowed $1,000 would necessarily have $50 worth of stock, 
or 10 votes. But no one stockholder may have more than 20 votes. 

Q. May any but borrowers beloThg to these local loan associations? 
A. No ; membership is determined by the ownership of stock, and 
only borrowers are stockholders. 
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Q. Who gets the dividends on this stock whUe it is held as cot' 
lateral security hy the local loan association? 

A. The borrower, except that part used to pay the expenses of the 
local loan association. *^ 

Q. May a local association increase its membership after it is 
organized and in operation? » 

A. Certainly. It may admit any borrower who subscribes to stock 
equal to 5 per cent of his loan. He is admitted only by a two-thirds 
vote of the directors of the association. 

Q. Is there any limit to the number that may he taken in? 
A. No. 

Q. Does the act specify how the m/>ney borrowed shall he ex* 
pended? 

A. Yes; the money may be spent only for the purchase of land, 
for the purchase of additional land, for the payment of a mortgage 
or debt already existing, for the purchase of live stock, or for any 
kind of productive improvements, such as fertilizer, needed buildings, 
draining, etc. 

Q. May real estate speculators borrow to buy land? 

A. None but actual larmers or prospective farmers may borrow. 

Q. May an ahservtee landlord borrow on his land? 
A. No. 

Q. What is the object of those limitations? 

A. It is the policy of the law to benefit only the actual farmer, and 
especially the farmer of small or medium sized operations who is 
most in need of credit facilities. 

Q. WiU the interest rate to farm/ers be the same in every Federal 
land hank district? 
A. Probably about the same. 

Q. How cam* this be true when each Federal land bamk issues its 
bonds separately? 

A. Because the bonds of each bank are guaranteed by every other 
bank. and are therefore equally secure. 

* Q. Suppose the interest rale is lowered after the barJts are in op- 
eration^ wiU the early borrowers he forced to continue at the high 
rate? 

A. No. They may reborrow after five years to pay off their first 
mortgages. 

Q. Suppose I own a farm, worth orJ/y $20 aai acre because it is 
marshy. Suppose I wnderdram it and m/xke it worth $Jfi an acre. 
May I double my loan? 

A. If you double the appraised value you may double the loan. 

Q. Suppose a prospective land buyer cam, not raise 50 per cent of 
the value of the land he wants to purchase^ would he be permitted 
to execute a second mortgage to come due while the amortized loan 
was being paid off? 

A. Yes. With a long-time amortized loan it ought to be easy to 
get a second mortgage, because the first mortgage would be gradually 
reduced every year and would not fall due for a long time. 
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Q. How can I get the heneflts of this system if I live out in a re- 
mote section where it is im/possihle to get 10 or more to form am, 
association? 

A. If no local association is formed in your section after the law 
has been in operation a year, the Federal land bank is empowered 
to appoint as its agent in your territory any bank or trust company 
or mortgage company organized under State charter. This bank or 
company may make the loan for you through the Federal Farm Loan 
system, providing you subscribe to the stock of the Federal land 
bank to the amount of 5 per cent of the face of your loan. The 
bank or company acts as agent and guarantees your loan. For- so 
doing it is allowed a commission of one-half per cent per annum on 
the unpaid balance of the loan. 

Q. / have read something about joint stock land hanks which mxiy 
he organized under this system. Please tell me ahout them. 

A. The act provides that private individuals may organize joint 
stock land banks, with capital stock of at least $250,000 each, and 
consisting of not less than 10 stockholders. One half of the capital 
stock must be paid up when the bank starts business, and the other 
half is subject to call. The joint stock land bank has the right to 
issue bonds after its capital is paid up, just as the Federal land 
banks do, and^ it may^ make loans at a rate 1 per cent above the 
rate at wnich its last issue of its bonds was sold. Joint stock land 
banks are not permitted to charge over 6 per cent interest. 

Q. May a joint stock land hank take a second mortgage? 
A. Nothing but a first mortgage. 

Q. Does it operate v/nder the amxyrti^ation flan? 
A. Yes. 

Q. Do the Federal lamd hamks guaramiee the honds of the joint 
stock land hanks? 
A. No. 

Q. Does the Federal Faarm Loan Board supervise the operation of 
joint stock land hanks? 

A. Yes. These joint stock land banks are private institutions, but 
they are supervised and inspected by the Government. 

Q. Then I am given to understand that the most important unit 
of this entire hanking system, is the local cooperative loan association^ 
organized hy 10 or more farmers. 

A. Yes; it is the door through which the farmer borrower enters 
into the benefits of the system. It is the cooperative agency which 
gives the machinery for borrowing and investing, for voting, and for 
protection against loss. It is the foundation stone of the whole 
system. 

Q. Then^ to get the full henefit of this system^ it is to the interest 
of the farmers to organize into these groups as quickly as possihle? 

A. Yes ; they should organize at once, so they will be ready to get 
their charters as soon as the Federal land banks are located. 

Q. May these Federal land hanks accept deposits or do a general 
hanking business? 

A. No; but the local loan associations may accept small savings 
accounts and pay 4 per cent interest thereon, and this money must be 
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forwarded to the Federal Land Bank within six days. When one's 
savings account reaches $25 he may exchange it for a $25 Federal 
land bank bond. 

Q. What is the object of this, feature of the actf 
A. To encourage thrift among the people and make saving money 
easy and convenient for farmers an(J, their families. 

QUESTIONS OF PROSPECTIVE INVESTORS ANSWERED. 

Q. You have spoken entirely from the point of view of the farmer 
horrower. Suppose I have money to invest^ how does this system 
interest m^f 

A. The bonds of the Federal land banks ought to be a very attrac- 
tive investment for you. 

Q. Why? 

A. Because they are secure, and because they are free from all 
forms of taxation. 

Q. Why are they secure? 

A. Because they are secured by mortgages against farms, the 
appraised valuation of which is twice as great as the obligation 
against it. 

Q. Is thM all the security there is? 

A. No. The assets of all the 12 Federal land banks are behind the 
bonds of all the banks. 

Q. And is thai all? 

A. No; they are secured also by the 5 per cent stock owned by 
each farmer-borrower and held as collateral security by the local 
loan associations. 

Q. Is that all the security? 

A. If that is not suflSicient to meet the bonds, there is the additional 
5 per cent liability against each farmer-stockholder. 

Q. So^ as a matter of fact^ the security hack of the hands is twice 
their face value plus the 10 per cent Itability of stockholders^ plus 
the resources of the IS Federal land hanks? 

A. Yes ; ana with the further assurance that the wide distribution 
of the security, so unaffected by local conditions in any part of the 
Nation, will contribute to the value and stability of the security and 
make losses almost an impossibility. 

Q. Tou say the hands are free of all forms of taxation. Does that 
include income tax and all forms of state and rminicipdl tax of every 
kind and character? 

A. Yes. 

Q. And is the income of all these hands also free of taxation? 
A. Yes. 

Q. Does the Government guaramtee these hands? 

A. No; but they are issued under the supervision of the Govern- 
ment and can not be issued until Government authorities have passed 
upon the securities and satisfied themselves that each dollar of bonds 
issued is secured by at least $2 worth of land, and each bond will con- 
tain on its face a certificate of its regularity signed by the Federal 
Farm Loan Commissioner, a Government omciaL 
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Q. In what denominations are these bonds issvsdf 
A. In $25, $50, $100, $500, and $1,000. 

Q. Are they protected against counterfeiting? 

A. They will be printed and engrjkved by the Government Bureau 
of Printing and Engraving the same as money is printed and will be 
as carefully protected from counterfeiting as money is protected. 

Q. WUl the honds of all the hanks sell at the same rate of interest? 
A. Probably, because they have equal security. 

Q. Must a hank get authority from the Federal Farm Loan Board 
to issue honds? 

A. Yes ; and it may issue them only after it has taken in first mort- 
gages to secure them. 

Q. Can you tell at what rate of interest these honds will sell? 

A. Not yet. The price will depend upon supply and demand. The 
price will be just as low as possible so as to dispose of just enough 
of the bonds to keep the bank supplied with money to meet the 
demands of farmers. 

AMORTIZATION TABLE. 

The following table shows the payments required annually to wipe 
out interest and principal on a $1,000 loan in from 10 to 40 years at 
5 per cent, 5^ per cent, and 6 per cent interest. 



Term (years). 


Rate of Interest. 


6 per cent. 


5^ per cent. 


6 per cent. 


10 


$129.50 
96.34 
80.24 
70.95 
65.05 
61.07 
58.28 


$132.67 
99.63 
83.68 
74.66 
68.81 
64.97 
62.32 


$136.87 
102.96 
87.18 
78.23 
72.65 
68.97 
66.46 


15 


20 


25 


80 


35 


40 
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V 



HISTORY AJp) PURPOSES OF TIJE FEDERAL FARM 

LOAN ACT. 



1. Q. What are the gtM^cA jAJirpo8es of the Federal farm loan act? 
A. To lower ^nd eqjaajize ijiterest rates on first-mortgage farm 

loans ; to provide long-ierica loans with the privilege of repayment in 
installments, through ^ lojag or short period of years, at the bor- 
rower's option; to assemble the farm credits of tiie Nation to be 
used as security for money to be employed in fdtrm development; to 
stimulate cooperative action among farmers; to make it easier for 
the landless to get Jand ; and to provide safe and sound long-term in- 
vestments for the thrifty. 

2. Q, When did this act become a law? 

A. It was passed by Congress June 28, 1916, and was signed by 
President Woodrow Wilson July 17, 1916, and became a Taw iqa- 
mediately. 

3. Q. WJien were the W Federal land hanks located? 
A. In December, 1916. 

4. Q. When were the hanks estahlished? 
A. In March, 1917. 

5. Q. On what date was the first farm loan association chartered 
and the first loans authorized? 

A. Mardi27, 1917. 

ORGANIZATION AND ADMINISTRATION. 

6. Q. Whatj hriefiy, is the machinery for the application of the 
farm loan act? 

A. There are three parts, as follows: (1) Th^ Federal Farm Loan 
Board, consisting of six members, named by the President, and 
the Secretary of the Treasury as chairman. (2) The 12 Federal 
land banks and a large numher of joint stock land banks located in 
various sections of the country. (3) The many national farm loan 
, asgociatiiOijs organized and controlled by the borrowers themselves, 
each maide up of 10 or more farmers. 

THE FARM LOAN BOARD, 



7. Q. What are the duties of each of the above-named organizor 
tionsf 

[ A. The Federal Fariri Loan Board exercises supervision over the 

entire system. The Federal and joint stock la^d banks make the 

.' loans and issue their bonds or debentures to investors. The na- 

tional farm loan associations are organizations of borrowers, and 

J* through them applications for loans are made to the Federal land 

I banks only. 

V 8. Q. Who were the memhers of the prst Farm Loan Board? 

A. TJie first board was made up as follows : William G. McAdoo, 
Secretary of the Treasury, chairman; George W. Norris, Farm Loan 
Commissioner; Herb^t Quick; W. S. A. Smith; and Charles E. 
Lobdell. 
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9. Q. WJio are the present memhers of the Federal Farm Loan 
Bocirdf , ;..../ : ' ■'!/ '• ■// '/" ' ■' 

A, Hon. Andrew Wl Mellon^ Secretary of the Treasury, is chair- 
man; R. A. Cooper, Farm Loan Commissioner; John H. Guill, jr.; 
Merton L. Corey; Ehner S. Landes; Edward E. Jones; and L. J. 
Pettijohn. 

THE FEDERAL LAND BANKS. 

10. (^ What determined the location of the hanks f 

A. Tlie Federal Farm Loan Board located these banks with a 
view to serving most advantageously the farm loan ne^ds of the 
country. 

11. Q. Where are the 18 Federal land hanks located? 

A. The following table shows the number designatinr: each Fed- 
eral land bank district, the States included in the district, and the 
cities in which the banks are located : 




Maine, Massachusetts, Vermoot; New Hampshire, Rhode Island, Connec- 
ticut, New Jersey, and New York. 

Pennsylvania, y^wi Vii^ia, Maryland, Delaware, Virginia, and District 
of Columbia. 

North Carolina, South Carolina, Geon^a, and Florida 

Indiana, Ohio, Kentucky, and Tennessee 

Louisiana. Mississippi, and Alabama » 

Illinois, Missouri, and Arkansas ,... 

North Dakota. Minnesota. Wisconsin, and Michigan 

Wyoming, Nebraska, South Dakota, and Iowa 

New Mexico, Kansas, Colorado, and Oklahoma * 

Texas 

California, Nevada, Utah, and Arizona 1. 1. II! !!!!!!!!!! 

Idaho, W^^shington, Montana, and Oregon, 



Springfield, Mass-. 

Baltimore, Md. 

CoItunlOay S. C. 
Louisville, Ky. 
New Orleans, La. 
St. Louis, Mo. 
St. Paul, Minn. 
Omaha, Nebr. 
Wichita, Kans. 
Houston, Tex. 
Berkeley, CaUf . 
Spokane, Wash. 



Persons desiring to get in touch with any of these banks should 
address them in this style: "Federal Land Bank of Springfield, 
Springfield, Mass." The banks are equipped with all the necessary 
literature to accommodate inquirers. 

12. Q. Who manages directly ea^h of the 12 Federal la/nd hanks f 
A. For six years a board of five directors appointed by the Farm 

Loan Board. This was regarded as a temporary organization. It 
continued until the election of directors in May, 1923, when a per- 
manent organization was effected composed of seven directors, three 
of whom were elected by national farm loan associations and bor- 
rowers through agencies, three appointed by the Farm Loan Board, 
and a director at large, also selected by the board from a list of three 
persons having the greatest number of votes cast for them by 
national farm loan associations and borrowers through agencies. 

13. Q. Wfiat is the capital stock of a Federal land hank? 

A. Each bank was organized with a capital stock of $750,000, 
which, under the terms of the act, is automatically increased by 
5 per cent of each loan made. The capital stock of the 12 Federal 
land banks on Jul^ 1, 1923, was $40,503,775. 

14. Q. Does this stock pay dividends? 

A. Yes. The banks are on a dividend basis and have paid divi- 
dends on stock held by national farm loan associations. 
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15. Q. Estplaiai how, after a bank lends Ue Origmal ^apitali U gets 
additional money to lend to jarrhiefn. 

A. By depositinfi; the mortgates which it has taken as security 
for farm loan bon<& and then sefiing these bonds. There is no limit 
to the capacity of a bank to serve the needs of farmer-borrowers 
so long as it can sell its bonds. 

16. Q. May these Federal land banks accept deposits or do a gen- 
eral banking business f 

A. They may accept deposits from the United States Croyemment, 
and may also accept deposits from national farm loan as86ciations 
to be applied to the purchase of farm loan bonds. They can not 
do a general banking ousiness. 

17. Q. W?u> may borrow from Federal land bomksf 

A. Owners of farm land who are at the time, or shortly to becomei 
engaged in the cultivation of the farm mortgaged. 

THE NATIONAL FABM LOAN ASSOCIATIONB. 

18. Q. Whxxt is a national farm loan association? 

A. A local corporation chartered by the Federal Farm Loan Board* 

19. Q. How m^ny farm loan associations have been incorporated? 
A. On July 1, 1923, there had been chartered 4,t74 associations. 

20. Q. Of what does such a corporation consist? 

A. Ten or more farmers whose applications for loans amoimt to 
not less than $20,000. 

21. Q. What should a person do who desires to make a loan? 

A. He should apply lor membership in the nearest farm loan 
association. 

22. Q. What should he do if there is no national farm loan asso- 
ciation within easy reojch? 

A. He should communicate with the Federal land bank of the 
district, which wiU advise him what to do. 

23. Q. What is the relation of the national farm loan association 
to the system? 

A. It is the door through which the farmer-borrower enters into 
the benefits of the system. It is the cooperative agency through 
which loans are initiated, through which the application of their 
proceeds is supervised, through which collections are made,* and 
generally through ^hich the local interests of borrowers are served. 

24. Q. May any but farmers and landowners join a national farm 
loan association? 

A. Prospective farmers, tenants, or farm laborers, who are about 
to purchase land for tlieir own use, may apply for membership in a 
national farm loan association and may become members when their 
loans are closed. 

25. Q. Who is the executive officer of a national farm loan asso- 
ciation? 

A. The secretary-treasurer. 

26. Q, What are the duties of a secretary-treasurer? 

A. It is the duty of. the secretarv-treasurer of a national farm loan 
associati9n to act as custodian of its funds; to collect, receipt for, 
and tiWsmit to Federal land banks payments of interest, amortiza- 
tion installments, or principal arising out of loans made through the 
association, when requested to do so oy the national farm loan asso- 
ciation; to act as custodian of the securities, records, papers, certifir 
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dates 6t i^toefc, and aH doetanentd r^kting teethe ooAdnct of fiie affairs 
of the association; to make quarterly reports to the Feder^ i^arm 
Loan Board, and at the temi^t of the board to fumidi information 
regarding the condition of hii^ association; to assure himself that 
the loans liiade through national farm loan asisoeiationB are applied 
to the purposes for which they were sought^ and to report any failure 
of any borrower to comply with the term^ of his apjiication; gmd to 
ascertain and report to the Federal land bank the amount of any 
delinquiBnt taxes on land mortgaged and the name of the delinquent 
He is the sigent for the local association in its relations witn the 
Fedet^al land bank. His^ responsibility increases in proportion to the 
^owth of his association. The ^owth of the association depends 
largely upon the care with whicSi the secretary-treasurer conducts 
i€6 Dusiness. 

27. Q- J^oes the eeeretary^treasurer receive a ^aktryf 

A. H» may receive compensajtion,^ the amount to be fixed by the 
directors of the local association, subject to tlie approval of the Farm 
Loan Board. The secretary-treasurer may serve without sadary if 
he will. 

28. Q. What determines the ^trating strength of each member of 
the local msodationf 

A. Each member has one vote for each $5 share of stock up to 20 
dhares. A man who borrows $1,000 would necessarily havse $50 worth 
of stock, or 10 votes. But no one stockholder may have more than 20 
votes, no matter how much stock he may own. In the organization 
meetiiig each person has one vote irrespective af tiie amount he 
expects to borrow. 

29. Q. May any hut horrowera belong to these loecA loan OBsooiar 
tiona? 

A. No; membership is confined to Stockholders, and borrowers 
only may be stockholders. 

80. Q. May a local loem association increase its membership after 
it is organized and in operationf 

A. Certainly. It may admit new borrowers, each of whom nrast 
subscribe to stock equal to 5 per cent of his loan. 

81. Q. Is there any limit to the numher that may be m&mhersf 
A.*No. 

82. Q. What is the amount of the bond required of a secretary- 
treasurer? 

A. If the total loans of a farm loan association do not exceed 
$60,000 his bond should be $8,500. For each $10^000 of loans addi- 
tional $600 should be added to the amount of the bond ; but no bond 
for over $10,000 will be required. 

33. Q. What sort of bond is required? 

A. A bond with corporate security. 

TERMS AND CONDITIONS OF LOANS. 

84. Q. What is the rate of interest under the farm loan act? 
A. The maximvun rate is 6 per cent. The present rate is 5i per 
cent. 

35. Q. Is the rate of interest tJie sam^ in every land bank district? 
A- Yes. 

36. Q. Why is the rate wniform when each Federal land bank 
issues its bonds separately? 
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A4 BecMise tike bon^s of each bsiik are guaranteed bj e^^^ other 
bank and are therefore equally secure. 

87. Q. Ify in the future^ the t^rUeresi rate is lowered^ will the pres- 
ent borrowers he obUffed to continue at the present ratef 

A. Yes; until thdr loans have run for five years, when they may 
make new loans at the prevailing rate; 

38. Q. How does the farmer pay his interest and principal pay- 
mentsf 

A. In equal aiinual or semiannual institUments throughoi^ the 
entire oeriod of the loan. 

89. Q. Afay a borrower pay off his loan before maturity f 

A. He may pay all or any part at any intereat^paying date after 
the mortgage has run five years. 

40. Q. You say a farmer who borrows is required to buy stock of 
his local association equal to 6 per cent of his Loan f What becomes 
of this stockt 

A. It is held by the local loan association as collateral security 
imtil the farmer pays off his debt. Then the money is returned to 
hkn. In the meantime his stock is entitled to receive its propor^ 
tionate share of any dividends which the association may declare. 

41. Q. Who gets th^e dividends on this stock while it is held as 
collateral secwnty by the local loan association? 

A. The Federal land bank pays dividends to the association. 
After meeting certain requirements as to reserves, the association 
may declare dividends to shareholders of the whole or any part of 
the balance of its net earnings. The amount of diridends ^hich 
individual borrowers receive depends upon the efficiency of the 
association. 

42. Q. What does the local association do with the money which . 
the borrower pays for his stock? 

A. The association lises it to buy stock in the Federal land bank^ 
This is done to increase the Federal land bank's capital in order that 
it may make more loans. 

43. Q. Is there any liability on the part of a borrower for the 
debts of other borrowers? 

A. X es; each national farm loan association guarantees every loan 
made to its members. Should a loss ooeur on the foreclosure of a 
mortgage, the association will be called upon to meet the deficiency, 
and if the association has not the funds, the members may be assessed 
an amount equal to the amount of their stock. 

44. Q- What are the probabilities of Such an assessment? 

A. If loans are conservatively made no loss can reasonably occur 
that would call for this 5 per cent liability. This illustrates the 
necessity for careful management of the k>cal loan association by 
providing for the exclusion of bad risks and for the conservative 
valuation of lands. 

45. Q. Then it is not true^ as many have supposed^ that one memr- 
ber of a national farm loan association is placed under unlimited 
liability for the debts of his associates? 

A. No. Each m^nber is liable to the extent shown above, the 
personal liability being 5 per cent of his loan, and that to be called 
only when the association has become insolvent. In such a case the 
borrower may lose aU of the association stock owned by him and 
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in addition thereto he may be liable for all or part of an additioiial 
5 per cent of the amount of his loan. . 

46. Q, How may cm dssociaiion become in8oh>entf 
A. Through baa loans or mismanagement only^ 

47. Q. So there is no danger of the borrower losing the vaJiie of 
his stock in the national farm loan association or being called upon 
to pay an additional a/moymt equal to 6 per cent of the amcnmt of 
his loan if the land of every merriber that is taken as security ca/n he 
sold oA all times for am, amouf^t equal to his inctabteSnessf 

A. Absolutely none. 

48. Q. So the local association is responsible for the instaJhnent 
payments to be m^ade by its members as they mahi/ref 

A. Yes. . 

49. Q. What is the m,aximum and minimum amount of loans f 

A. No farmer may borrow more than $25,000 or less than $100. 
No national farm loan association may start with less than $20,000 in 
applications for loans. 

50. Q. Suppose by drainage or clearing a borrower increases the 
value of land on which he has secured a loan. May he then seowrean 
increased loan? 

A. Yes; to the extent of one-half of the added value. 

51. Q. Suppose a prospective borrower can not raise the 60 per 
cent of the purchase price of land; would he be permitted to execute 
a second m,ortgage to corns due while the am,ortized loan was being 
paid off 

A. Yes. With a long-time amortized loan as a prior lien it ought 
to be much easier to place a second mortgage than with a short-time 
straight mortgage, because the amortized mortgage is gradually re- 
duced every year, and the required payments thereunder may be 
made so small as not to menace the ultimate security of the second 
mortgage. But the law does not allow the Federal land banks to 
lend on second mortgage. The borrower must find some other lender 
to carry the second mortgage. 

52. Q. Who passes on the value of the land offered as security? 
A. The local national farm loan association has a loan committee 

of three members for this purpose, who must agree upon the valua- 
tions. Then, after the report of the loan committee has been sent 
with the application for loans to the Federal land bank, the land 
will be visited and appraised by an appraiser appointed by the 
Federal Farm Loan Board. 

53. Q. What percentage of the value of the security ma/y be bor- 
rowed? 

A. Up to 60 per cent of the appraised value of the land plus 20 
per cent of the appraised value of the permanent insured improve- 
ments. That is, if your land is appraised at $15,000, you would be 
entitled to borrow $7,500; and it your improvements are worth 
$5,000, you could borrow $1,000 more, or $8,500 in all. 

54. Q. For what purvoses m^ay the money borrowed be expended? 
A. The money may oe spent to discharge existing indebtedness; 

for the purchase of land, and for the purposes specified in the 
law, such as the purchase of live stock, or for any kind of productive 
improvements, for fertilizer, for needed buildings, drainage, and for 
proper equipment. 
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66. Q. What. is the object of these limitations f 

X. It is the policy of the law to develop agriculture and benefit 
th6 farm as well as the f armerw 
56. Q- Will the i&rrower pay for abstracts of tiilef 
A. Yes. 

AMORTIZATION. 

67. Q. What is, meant hy '^ amortization'^'^ ? 

A. Amortization is the term applied to the process of paying off 
an indebtedness by installment payments of a fixed amount, which 
includes interest and a part of the principal, throughout a period of 
years. 

68. Q. Are all loans under the Federal farm loan system made on 
this flan? 

A. Yes. 

59. Q. How long may these loans run? 

A. From 5 to 40 years, at the option of the borrower. 

60. Q. A paymen;t of the interest and 1 per cent per year applied 
on the principal will wipe out the debt in how m^iny years? 

A. In about 35 years. 

61. Q, What term of years is recommended by the Farm Loan 
Board? 

A. In most cases 35 years, because this term allows the debt to be 
paid off by annual or semiannual payments equal to 6^ per cent a 
year on the principal, but loans may be made for any period from 
6 to 40 years. 

62. Q. How often will the borrower mxike payments — annually or 
semiannually? 

A. Annually or semiannually; but the semiannual system has been 
adopted as the standard. 

63. Q. What would be the semiannual payment on a $lfiOO mort- 
gage for 36 years at 6\ per cent interest? 

A. Thirty-two dollars knd fifty cents. 

64. Q. Will the payment of $3i.50 every six months completely 
wipe out the mortgage and dAscharge it? 

A. Yes. 

66. Or If a borrower gives a SS-year mortgage^ has he always the 
right to pay it off before maturity? . 

A. He may pay it all or in part on any interest paying date 
after it has run five years. But in case of prepayments it is recom- 
mended that he always make them on the basis of taking up one or 
more of his future payments on the principal 

66. Q. Why is he not allo^oed to pay it off before five years? 

A. Because the borrower is using money which the Inderal land 
bank has secured by the sale of bonds which can not be redeemed for 
five years. 

67. Q- Then^ really^ it is to the advantage of the borrower to have 
this limitation? 

A. Yes; because the permanency of the investment adds to the 
attractiveness of the bonds, and anything which has that effect 
lowers the interest rate of the bond ana gives the farmer a lower rate. 

68. Q. // the mortgage is made to run for less than 36 years^ is not 
the size of the semiannual payments in^creased? 

A. Yes. llie semiannual payments required to wipe out a $1,000 
debt at 6 J per cent interest in 10 years would be $65.67; in 15 
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years, $49.88; in 20 years, $41.68,; in 25 yoars, $37.04; in 30 years, 
f34.2S. Remember, these are semiannual payments^-^ot annual. 

(Note. — ^For a more detailed account of tne anaortifisation metiiod 
of repaying a loiui, write to tibie Farm Loan Bureau for a copy of 
Gircidar No. 7.) 

FARM LOAN BONDS. 

69. Q. Ycu have spoken entirely from the pomt of view of the 
farmer horrower. Suppose a person has money to invest^ how does 
this system interest him f 

A. Th^ bonds of the Federal land banks ought to be a very 
attractive investment for him. 

70. Q. Whyf 

A. Because they are secure, command a ready market, and are 
free of all forms of taxation. 

71. Q. Why are they secure? 

A. Because they are secured by first morj^ges on farms, the ap- 

i)raised valuation of which is at least twice as great as the amount 
oaned upon them, and usualljr more. 

72. Q. Is that qU the security there is? 

A. No ; the assets of all the 12 Federal land banks are behind tjie 
bonds of all banks. 

73. Q. And is thai all? 

A. No; they have the further securifrj^ that the payment of each 
loan is guaranteed by a farm loan association. Many of the associa- 
tions are already creating cash reserves against this contingent 
liabilitv. 

74. Q. 3o^ as a matter of fact^ the se(mrity hack of the bonds is at 
least twice their face valve plus the resources of the 12 Federal land 
hanks plus the indorsement of the national farm loan associations? 

A. Yes; and with the further assurance that the wide aisfcribution 
of the security, so unaffected by local conditions in any part of the 
country, will contribute to the value and stability of the security. 

75. Q. Tou say the hands are free of all forms of taxation. JDoes 
that include income tax and all forms of State and mu/nicipai taw of 
every kind and character? 

A. Yes. 

76. Q. And is the income of all these hands also free of taxation? 
A. Yes. 

77. Q. Does the Government guarantee these bonds? 

A. No; but they are issued under the supervision of the Govern- 
ment and can not be issued until the Government authorities have 
passed u^on the securities and satisfied themselves that each dollar 
of bonds issued is secured bv at least $2 worth of land, and each bond 
contains on its face a certificate of its regularity signed by the Fed- 
eral Farm Loan Commissioner, a Government official. 

78. Q. in what denominations onre* these bonds issued? 
A. In $40, $100, $500, $1,000, and largei^ denominations. 

79. Q. Are they protected dgainst counterfeiting? 

A. They are engraved by the Government Bureau of Engraving 
and Printing the same as money is engraved, and will be as carefully 
protected from counterfeiting a^ money is protected. 

80. Q. Do the bonds of cdfhanks bear the same rate of interest? 
A. Yes. 
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81. Q. Must a hcmk get mUhority from the Federai Farm Loan 
Board to issue bonds f 

A. Yes; these bonds must be secured by (Jovemmettt obligations 
or first mortgages on farm lands in at least equal amounts. These 
mortgages must first be approved as security by the Farm Loan 
Board, and then be deposited with a registrar, a Government official, 
who acts as trustee for the bondholders. 

82. Q. Wttat rates df interest do these bonds bear? 
A. The rates at present are 4J and 6 per cent. 

JOINT STOCK LAND BANKS. 

83. Q. / have read somethi^ about joint stock land hanks wMoh 
ma/y be organised tmder this system. Please tell me about them. 

A. The act provides that private individuals may organize joint 
stock land banks, with capital stock of at least $250,000 each, and 
consisting of not less than 10 stockholders. One half of the capital 
stock must be paid up when the bank starts business and the other 
half is subject to call. The joint stock land bank has the riffht to 
issue bonds after its capita,! is fully paid up, just as the Federal land 
banks do, and it may make loans at a rate 1 per cent per annum 
»bove the rate which its last issue of bonds bears. Joint stock land 
banks are not permitted to charge over 6 per cent interest. 

84. Q. May a joint stock land bank take a second mortgage f 

A. No; and only first mortgages on farm lands and Government 
bonds may be utilized as security for an issue of bonds. 

85. Q. Are loans made under the amortization plan? 
A. Yes. 

86. Q. Does the Federal Farm Loan Board supervise the opera- 
tion of joint stock land banks? 

A. 1 es. These joint stock land banks are private institutions in- 
tended for the investment of private capital, but they are supervised 
by the board, inspected by its examiners, and their appraisals are 
imder the control of the Federal Farm Loan Board. 

DECISIONS BY »ARM LOAN BOARD. 

87. Q. WJiai constitutes an ^actual farmer'^^f 

A. An actual farmer is one who conducts the farm and directs its 
entire operation, cultivating the same with his own hands or 1^ 
means of hired labor. An owner, to borrow under the fahn loan 
act, mjast be responsible in every way, financially and otherwise, for 
the cultivaticm of his land. 

88. Q. What is the meaning of ^^ equdpment^^ f 

A. Equipment consists of the property used in the conduct of a 
farm, such as teams, machinery, and many other articles. • 

89. Q. Wfiat is the meaning of " improvements "# 

A. Anything in the form of benencial structure, or any useful 
permanent physical (Change in the £ann tending to increase produc- 
tive value, such as clearing, tiling, .draining, fencing, building, etc. 

90. Q. Has a farm loan association the right to appoint an at- 
torney to draw up abstracts and pay him out of its official funds or 
should the members of the association handle this m/xtter as in- 
dividu^alsf 
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A, Each borrower is required to fumidi his own absfcriujt and the 
applicant must stand the expense of preparing this abstract. An 
association has no right to'employ any ot its coi^orate funds'tq pay 
for the preparation of abstracts for its members. This must be an 
individual chaise, and if members, of an association club toeeth^ 
to have this work jointly done, they must do it as individual and 
not as an association. Each borrower is free to make his own choice 
in the selection of an attorney or abstractor, subject to reasonable 
requirements of the Federal land bank. 

91. Q. May members of a partnership borrow? 

A. Yes; if one or both are farmers and engaged in the cultivation 
of the land mortgaged. Partners must join severally in executing 
the mortgage, and one should give the other authority to represent 
him in the farm loan association, as only one can have membership. 

92. Q. Will the Federal land bwnks make any charge for examina- 
tion ofahstra^ets of titles? 

A. The examination of abstracts, when furnished, will be made 
by the bank's general attorney at its office, and for this examination 
a reasonable charge may be made. In districts where abstracts are 
not obtainable except by examination of the records, the borrower 
will have to bear the cost of such examination. 

93. Q. Wlien a husband and wife execute a joint mortgage should 
one give the other power of attomey to be the representatpve in the 
farm loan association? 

A. Both husband and wife should sign the mortgage, but the one 
in whose name the title stands should he the member of the associa- 
tion. 

94. Q. Wha^ is the basis for appraising lands? 

A. The appraisement of a farm should represent the best judg- 
ment of the members of the loan committee as to the value of the 
land in questiouj the principal factor being the productivity of the 
land when used for agricultural purposes, but taxing also into con- 
sideration the salability of the land and prevailing land prices in 
that community. 

95. Q. May one num^ by owning two pieces of land^ become a mem- 
ber of two associations and borrow in excess of $96fi00? 

A. He may become a member of two associations, but the total 
amount of his loans may not exceed $25,000. 

96. Q. May an association operate a/yross State lines even if both 
States are in the smne land bank district? 

A. No; no association may designate territory in two States in 
which loans can be made. 

97. Q. In a general way^ what sort of abstract will be required? 
Must they be prepared by bonded abstractors^ or is this a moMer for 
the judgment of the lanabank oMcials? 

A. It is a matter for the Federal land banks to determine. Any 
abstract of title sanctioned by ordinary sound business usage in the 
community will be sufficient under this act. 

(Note. — For the complete Rulings and Regulations of the Federal 
Farm Loan Board, write to the Farm Loan Bureau for a copy of 
Circular No. 10.) 
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QUESTIONS ASKED FROM THE POINT OF VIEW OF THE 

BORROWER 

Q. What are the general jmryoses of the Federal farmAoan act? 

A. To lower and eqaalize interest rates on first-mortgage farm 
loans; to provide long-term loans with the privilege of repayment 
in installm^its through a long or short period of years, at the bor- 
rower's option; to assemble the farm credits of the Nation, to be used 
as security for money to be employed in farm development; to stim- 
ulate cooperative action among farmers; to check land monopoly by 
making it easier for tenants to get land; and to provide safe and 
sound long-term investments for the thrifty. 

Q. When did this act become a law? 

A. It was passed by Congress June 28, 1916, and was signed by 
President Woodrow Wilson Jidy 17, 1916, and became a law 
immediately. 

Q. What^ irieflyj is the macMnery for the application of the farm- 
loan act? 

A. There are three parts, as follows: 

1. The Federal Farm Loan Board, consisting of four members, 
named by the President, and the Secretary of the Treasury as 
chairman. 

2. The 12 Federal land banks located in various sections of the 
country. 

3. The many national farm-loan associations organized and con- 
trolled by the borrowers themselves, each made up of 10 or more 
farmers. 

Q. What are the duties of each of the above-named organizations? 
A. The Federal Farm Loan Board exercises supervision over the 
entire system. The Federal land banks make the loans and issue 
their bonds or debentures to investors. The national farm-loan asso- 
ciations are organizations of borrowers, and through them applica- 
tions for loans are made to the Federal land banks. 
Q. WTw governs directly each of the 12 Federal land banks? 
A. When a bank is first established, the Federal Farm Loan Board 
•^ names five directors from its district to run it temporarily. When 
- it has loaned as much as $2,000,000, so that farm-loan associations 
U subscribe to $100,000 of its stock, being 5 per cent thereof, it is to • 
d have nine directors — six to be elected by the national farm-loan 
!^ associations of its district and three to be appointed by the Federal 
Farm Loan Board, Directors are elected and appointed for three- 
;Ji year terms, two being elected and one appointed each year. The 
'^ directors choose the bank officers. 
^ Q. What determines the location of the banks? 

A. The Federal Farm Loan Board locates these banks with a view 
^to serving most advantageously the farm-loan needs of the country. 
Q. What is their capital stock? 
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rA; Each bank starts with a capital of $760,000, but it gets addi- 
tjoiiar money for lending by automatic increase of its capital stock 
and through the sale of its bonds by pledging the mortgages it takes 
as collateral security. 

Q. Who may own stock in the Federal land hanks? 

A. It is open for general subscription. The stock is placed on sale 
for 30 days, and if the public does not buy it the Government takes 
it at the end of that time. 

Q. Has it voting power? 

A. Only the stock held by the Government and by the national 
farm-loan associatitms has voting power. 

Q. Will this stock pay dividends? 

A. If the banks make a profit they will pay dividends on all stock 
except that held by the Government. 

Q. Will you explain how after a hank lends its original capital it 
gets additional money to lend to fanners? 

A. When a bank has loaned $50,000 or more on first mortgages, it 
may then issue not less than $50,000 of bonds against these mortgages 
and thus borrow money to lend to farmers. This process is repeated 
over and over until the capital of the bank is turned over 20 
times. If the capital of the bank were limited to $750,000, the bank 
would have a loaning capacity of only $15,000,000. But the law 
provides for the automatic increase of the capital of the bank from 
the fact that each national farm loan association is required to buy 
stock in the bank equal to 5 per cent of the loans it procures for its 
members. Since each bank is permitted to lend 20 times its 
capital to the members of the associations, it will be observed that 
as $1,000 is added to its capital, the loaning capacity is increased 
$20,000, the ratio between the capital and the loaning capacity re- 
maining always the same. There is no limit to the capacity of the 
bank to serve the needs of the farmer borrower, so long as it can seU 
its bonds with first mortgages on farm land pledged as security. 

Q. What hecomes of the land-hank stock opened hy individuals and 
the Government? 

A. The Government stock and other stock, if originally subscribed 
by others than borrowers, is gradually paid off and retired as the 
subscriptions by farm loan associations are made. This is essen- 
tially a farmers' banking system, and the law contemplates that the 
farmers shall eventually own and control it. 

Q. May these Federal land hanks accept deposits or do a general 
hanking husiness? 

A. They may accept deposits only from farm loan associations. 
The associations may accept deposits from anybody only for the 
purchase of Federal farm loan bonds or first mortgages. This money 
must be forwarded at once to the Federal land bank. Certificates 
are issued for such deposits bearing not over 4 per cent per annum 
after six days. When the certificates aggregate $25 or any multiple 
thereof they may be exchanged for Federal farm loan bonds of an 
equal amoimt. No other bai3dng business may be transacted. 

Q. What is the object of this feature of the act? 

A. To encourage thrift among the people and make saving money 
easy and convenient for farmers and tneir families, and to make pos- 
sible tiie purchase of farm loan bonds on the installment plan. 
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Q. Who may horrow money from the Federal land hank8?\' ; 

A. Only persons who are the owners or are about to become ihe 
owners of farm lands and who are or intend to be actually engaged 
in farming. 

Q. What should a person do desiring to make a loan? 

A. He should apply for membership in the nearest farm loan asso- 
ciation. 

Q. What should he do if there is no national fai'vi loan association 
within easy reach? 

A. He should organize a national farm-loan association in his 
community together with nine or more other persons who are farm- 
ers or prospective farmers. 

Q. How may a national farm loan association he formed? 

A. One of the organizers should write to the Federal Farm Loan 
Board in Washington, D. C, asking for blanks and instructions 
how to proceed, which will be mailed on request. When these ara 
received the prospective borrowers should hold an organization meet- 
ing and elect from their members a board of five or more directors 
and this board should elect a loan committee of three, a president, a 
vice president, and a secretary-treasurer, who is a bonded officer. 
The secretary-treasurer may or may not be a member of the asso- 
ciation. These 10 or more farmers should make application in 
writing to the Federal land bank for loans to the aggregate amount 
of $20,000 and for a charter to do business. They must sign and 
acknowledge articles of association and forward them to the Fed- 
eral land bank. The Federal land bank will then send its appraiser 
to inspect the land offered as security for the loans applied for, 
and, if satisfactory, the loans will be authorized when the charter 
is granted to the association. The bank then advances the money 
through the secretary-treasurer of the local association. In the appli- 
cation signed by borrowers each must indicate how much money he 
desires and must list the value of the land to be mortgaged as security. 

Q. Then^ I am given to understand that the most important unit 
of this entire hanking system is the local cooperative association^ 
organized hy 10 or m^ore farmiers? 

A. Yes ; it is the door through which the farmer borrower enters 
into the benefits of the system. It is the cooperative agency which 
gives the machinery for borrowing and investing, for voting, and 
for protection against loss. It is the foundation stone of the whole 
system. 

Q. Then^ to get the full henefit of this system^ it is to the interest 
of the farmers to organize into these groups as quickly as possible? 

A. Yes; they should organize at once, so thev will be ready to 
get their charters as soon as the Federal land banks are located. 

Q. May auy hut farmers join the national farm loan associations? 

A. Yes; prospective farmers who are about to purchase land for 
their own use may also join. They must indicate in their applica- 
tions what land they expect to come into possession of. 

Q. What is the maximum and minimum amount of loans? 

A. No one farmer may borrow more than $10,000 nor less than 
$100. No national farm loan association may start with less than 
$20,000 in loans. 
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i^l 'What is the ohject of lirmting the size of the loans? 
i4: The Government wants to benefit the actual farmer, not the 
speculator. Limiting the size of the loans to $10,000 prevents the 
use of this act for the purposes of land speculation and monopoly, 

Q. Who passes on the value of th^ land offered as security? 

A. The local national farm loan association has a loan committee 
of three members for this purpose, who must agree upon the valua- 
tions. Then, after the report of the loan committee has been sent 
with the application for loans to the Federal land bank, the value 
of the security will be examined into by the appraiser of the Federal 
land bank. 

Q. What percentage of the value of the security may he borrowed? 

A. Up to 50 per cent of the appraised value of the land and 20 
per cent of the appraised value of the permanent insured improve- 
ments. That is, if your land is appraised at $15,000, you would be 
entitled to borrow $7,500; and ii your improvements are worth 
$5,000, you could borrow $1,000 more, or $8,500 in all. 

Q. May the money hon^owed he expended for any purpose? 

A. No. The money may be spent only to discharge indebtedness 
incurred for the purchase of land, for the payment of a mortgage or 
debt already existing, for purposes specified in the law, for the pur- 
chase of live stock, or for any kind of productive improvements, such 
as fertilizer, needed buildings, drainage, etc, 

Q. What is the ohject of these limitations? 

A. It is the policy of the law to benefit only the actual farmer, 
and especially the farmer of small or medium-sized operations, who 
is most in need of credit facilities. 

Q. Will it cost anything to have titles examined? 

A. No. 

Q. WUl the horrower pay for abstracts of title? 

A. Yes. 

Q. Could the local association employ a man to provide abstracts 
and thus perhaps save expenses? 

A. Yes. That is one oi the advantages of cooperation. 

Q. What is meant by ^^ amortisation^^? 

A. Amortization is the term applied to the process of reducing an 
indebtedness by installment payments of a fixed amount, which in- 
cludes interest and a part of the principal, throughout a period of 
years. 

Q. Are all the loans under the Federal farm-loan system made on 
this plan? 

A, Yes. 

Q. How long may these loans run? 

A. Anywhere from 5 to 40 years, at the option of the borrower. 

Q. Arid at what rate of interest? 

A. The rate of interest charged on loans will be deteAnined by the 
rate of interest paid on the bonds or debentures of the Federal land 
bank. To illustrate : If the bonds carry 4 per cent interest, the rate 
of interest on money loaned to farmers can not be more than 5 per 
cent, because the law provides that there shall be a margin of not 
more than 1 per cent between the rate of interest paid by the banks 
on the bonds and the rate of interest charged on the money loaned. 
This margin is to pay the expenses of the bank, but in no event will 
the interest rate to farmers be more than 6 per cent. 



Digitized by 



Google 



THE FARM LOAN PRIMER. 7 

Q. Will the rate of interest charged he the same in every land- 
bank district? 

A. Probably about the same. 

Q. How can this he true when each Federal land hank issues its 
bonds separately? 

A. Because the bonds of each bank are guaranteed by every other 
bank and are therefore equally secure. 

Q. Suppose the interest rate is lower^ed after the hanks are in op- 
eration; will the early borrowers he forced to continue at the high 
rate? 

A. No. They may borrow after five years under a reappraisement 
and pay off the mortgages originally given. 

Q. How are interest and principal payments to he made? 

A. The secretary-treasurer of the local farm loan association is 
required to collect the installments from the borrowers in his asso- 
ciation and remit them to the Federal land bank. Both interest and 
principal are included in the equal annual or semiannual installments 
throughout the entire period oi the loan. 

Q. may a borrower pay off his loan before maturity? 

A. He may pay all or any part at any interest-paying date after 
the mortgage has run five years. 

Q. You say a farmer who boi^rows is required to buy stock of his 
local association equal to 5 per cent of his loan. What becomes of 
this stock? 

A. It is held by the local loan association as collateral security 
until the farmer pays off his debt. Then the money is returned to 
him, or the farmer may use it as the last payment of his debt. In 
the meantime, his stock is entitled to receive its proportionate share 
of the dividends which the association declares. 

Q. What does the local association do with the money the borrower 
pays for his stock? 

A. The association buys stock of the Federal land bank. This is 
done to increase the Federal land bank's capital in order that it may 
make loans. 

Q. Who gets the dividends on this stock while it is held as col- 
lateral security by the local loan association? 

A. The borrower, except that part used to pay the expenses of the 
local loan association. 

Q. Why does the local association hold the borrower'^ s stock? 

A. The amount paid for the stock by each borrower in that asso- 
ciation becomes a part of the assets of the local association, and may 
be used only in case some borrower fails to pay and his land does not 
satisfy the face of the mortgage. 

Q. Is there vnuch likelihood that this stock will ever have to he 
used for that purpose? 

A. No ; because the loans do not exceed 50 per cent of the appraised 
value of the land. 

Q. Is there any other possible liability on the part of the borroioer? 

A. Yes; in case of severe losses experienced by the local loan asso- 
ciation which make it unable to meet its obligations, each borrower 
is personally liable for an amount equal to the face value of his 
stock. This is the double-liability feature which has always been the 
rule in national bank stock ownership. 
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Q. T/ien the tatal personal responsibility of the borrower for the 
debts of the association is only 5 per cent of the. original face of his 
loan? 

A. Yes. 

Q. And what is the likelihood that this 5 per cent will ever be 
calUdJor? 

A. It is very remote. If loans are conservatively made no loss 
could reasonably occur that would call for this 5 per cent liability. 
This illustrates the necessity for careful management of the local loan 
association and demonstrates one of the reasons for its existence — ^the 
creation of a body for the exclusion of bad risks and for the con- 
servative valuation of lands. 

Q. Then it is not true^ as many have supposed^ that one member of 
a natioTial farm loan association is placed vmder unlimited liability 
for the debts of his associates? 

A. No. He IS liable only to the extent shown above, the total posa- 
ble personal liability being 5 per cent of his loan, and that to be called 
only when the association has become insolvent. In such case the 
borrower may lose part or all of the stock held by him in the asso- 
ciation and in addition thereto he may be liable for all or part of an 
additional 5 per cent of the amount or his loan. 

Q. How wxiy an association become insolvent? 

A. By the failure of one or more of its members to make their pay- 
ments and inability of the association to make the amount of his in- 
debtedness from the sale of his land. 

Q. So there is no danger of the borrower losing the value of his 
sioch in the National Farm Loan Association or being called upon to 
pay an additional amount egical to 6 per cent of the amount of his 
loan if the land of every meniber that is taken as security can be sold 
at all times for an amount equal to his indebtedness? 

A. Absolutely none. 

Q. Suppose a borrower fails to meet his payments; what happens? 

A. If 5 in the judgment of the directors of the local loan association, 
tlie default was unavoidable, the local association may carry the bor- 
rower for two years ; but the borrower is required to pay 8 per cent 
interest on overdue payments while he is in arrears. The local asso- 
ciation may borrow money at 6 per cent interest from the Federal 
land bank to temporarily meet the defaulted payments of its members. 

Q. So the local association is responsible for the installment pay- 
mcnts to be made by its merribers as they mature? 

A. Yes; it is the duty of the secretary-treasurer of the local asso- 
ciation to see that these payments' are promptly made and to remit 
Ihem to the Federal land bank. It is also his duty to see that each 
member keeps his taxes paid, to see that insurance policies are kept 
renewed, and to look after everything that tends to the welfare of 
tlie local association. He is the custodian of the records and securi- 
ties of the local association ; he makes quarterly reports to the Federal 
Farm Loan Board as to the condition of the local association, and 
must report to the Federal land bank any failure on the part of a 
borrower to comply with the terms of his application or mortgage. 
In fact, he is the agent for the local association in its relations with 
the Federal land bank. 
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Q. Does the aecretaTy-treasurer receive a salary? 

A. His compensation is fixed by the directors of the local associa- 
tion. All other officers of the local association serve without salary 
unless the Federal Farm Loan Board approves the payment of 
salaries. The secretary-treasurer may serve without salary if he will. 

Q. WheTice comes the money to 'pay his salary? 

A. The national farm loan association has two sources of revenue. 
It gets dividends from the Federal land bank on its land bank stock, 
and is also permitted to collect out of the interest payments not to 
exceed one-eighth of 1 per cent semiannually on the unpaid principal 
of its members' loans, in anticipation of dividends. 

Q. What determines the voting strength of each member of the 
local association? 

A. Each member has one vote for each $5 share of stock. A man 
who borrows $1,000 would necessarily have $50 worth of stock, or 
10 votes. But no one stockholder may have more than 20 votes. 

Q. May any hut borrowers belong to these local loan associations? 

A. No ; membership is confined to stockholders, and borrowers only 
may be stockholders. 

Q. Mary a local loan association increase its membership after it is 
organized and in operation? 

A. Certainly. It may admit any borrower who subscribes to stock 
equal to 5 per cent of his loan. He is admitted only by a two-thirds 
vote of the directors of the association. 

Q. Is there any limit to the numher that may be members? 

A. No. 

Q. May real estate speculators borrow to buy land? 

A. No. None but actual farmers or prospective farmers may bor- 
row, and only those whom the association is willing to admit to 
membership. 

Q. Suppose I own a farm worth only $20 an acre because it is 
marshy. Suppose I underdrain it and make it worth $40 an acre. 
May I double my loan? 

A. If you double the appraised value after five years you may 
double the loan. 

Q. Suppose a prospective borrower can not raise the 60 per cent of 
the purchase price of land; would he be permitted to execute a second 
mortgage to come due while the amortized loan was being paid off? 

A. Yes. With a long-time amortized loan it ought to be much 
easier than at present to place a second mortgage, because the first 
mortgage is gradually reduced every year and the required payments 
thereunder may be made so small as not to menace the ultimate 
security of the second mortgage. But the law does not allow the 
Federal land banks to lend on second mortgages. 

Q. How can I get the benefits of this system if I live out in a 
remote section where it is impossible to get 10 or more persons to 
form an association? 

A. If no local association is formed in your section after the law 
has been in effect for one year — that is, by July 17, 1917 — ^the Federal 
land bank is empowered to appoint as its agent in your territory any 
bank or trust company or mortgage company organized under State 
charter. This bank or company may make the loan for you under- 
the Federal farm loan system, providing you subscribe to the stock- 
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of the Federal land bank to the amount of 5 per cent of the face of 
your loan. The bank or company acts as agent and guarantees your 
loan. For so doing it is allowed a commission not exceeding one-half 
per cent per annum on the unpaid principal of the loan. 

Q. / have read something (ibout joint-stock land banks which may 
he organized under this system. Please tell me about them. 

A. The act provides that private individuals may organize joint- 
stock land banks, with capital stock of at least $250,000 each, and 
consisting of not less than 10 stockholders. One-half of the capital 
stock must be paid up when the bank starts business and the other 
half is subject to call. The joint-stock land bank has the right to 
issue bonds after its capital is fully paid up, just as the Federal land 
banks do, and it may make loans at a rate 1 per cent per annmn 
above the rate which its last issue of bonds bears. Joint-Stock land 
banks are not permitted to charge over 6 per cent interest. The law 
does not contemplate that these banks shall secure their capital from 
borrowers by promising loans. 

Q. May a joint-stock land bank take a second mortgage? 

A. Nothing but a first mortgage may be utilized as security for 
an issue of bonds. 

Q. Does it operate under the amortization plan? 

A. Yes. 

Q. Do the Federal land banks guarantee the bonds of the joint- 
stock land banks? 

A. No; the Federal land banks have no connection with the joint- 
stock land banks. 

Q. Does the Federal Farm Loan Board siqyervise the operation 
of joint-stock land banks? 

A. Yes. These joint-stock land banks are private institutions 
intended for the investment of private capital, but they are super- 
yised by the board and inspected by its examiners. 

AMORTIZATION TABLE. 

The following table shows the payments required annually to wipe 
out interest and principal on a $1,000 loan in from 10 to 40 years at 
5 per cent, 5^ per cent, and 6 per cent interest. 



Term (years). 


Rate of interest. 


5 per- cent. 


5§ per cent. 


6 per cent 


10 


S129.50 
96.34 
80.24 
70.95 
65.05 
61.07 
68.28 


$132.67 
99.63 
83.68 
74.65 
68.81 
64.97 
62.32 


S136.87 
102.96 
87.18 
78.23 
72.65 
68.97 
66.46 


15 


20 


25 


30 


35 


40 





The borrower can fix the time he wants his loan to run, and this 
fixes the amount he must pay every year in order to pay it off, both 
principal and interest. He can not fix the rate of interest, for this 

: is determined by the rate of interest which the Federal land bank 

• must pay in order to sell its bonds. 
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If the rate of interest which the borrower must pay is 5 per cent, 
and the borrower says he wants 20 years in which to pay off his 
mortgage, then the above table tells him he must pay $80.24 every 
year on each $1,000 he borrows. He will pay proportionately for a 
smaller or larger amount. 

If he wants his mortgage for $1,000 to run for 40 years, then the 
table shows him, under the same interest rate, that he must pay $68.28 
annually. At 6 per cent interest for the same time the table says 
$66.46 per $1,000. 

It should be remembered, as previously stated, that no matter what 
term the borrower fixes at the banning for his mortgage to run, he 
has the privilege of paying it on at any interest period in whole or 
in part. 

QUESTIONS OF PROSPECTIVE INVESTORS ANSWERED. 

Q. You have spoken entirely from the point of view of the fam^r 
horrbwer. Suppose I havh money to invest^ hoxo does this system 
interest me? 

A. The bonds of the Federal land banks ought to be a very attrac- 
tive investment for you. 

Q. Why? 

A. Because they are secure, will command a ready market, and 
because they are free from all forms of taxation. 

Q. Why are they secure? 

A. Because they have specifically pledged as security first mort- 
gages on farms, the appraised valuation of which is twice as great 
as the obligation against them. 

Q. Is that all the security there is? 

A. No. The assets of all the 12 Federal land banks are behind the 
bonds of all the banks. 

Q. And is that all? 

A. No; they are secured also by the 5 per cent stock owned by 
each farmer-borrower and held as collateral security by the local 
loan associations. 

Q. Is that all the security? 

A. If that is not sufficient to meet the bonds, there is the additional 
5 per cent liability against each farmer-stockholder. 

Q. So^ as a matter of fact^ the security hack of the hands is twice 
their face value plus the resources of the 12 Federal land hanks plus 
the indorsement of the National Farm Loan Associations. 

A. Yes ; and with the further assurance that the wide distribution 
of the security, so unaffected by local conditions in any part of the 
Nation, will contribute to the value and stability of the security and 
make losses almost an impossibility. 

Q. You say the honds are free of all forms of taxation. Does that 
include income tax and all forms of State and municipal tax of every 
kind and character? 

A. Yes. 

Q. And is the income of all these honds also free of taxation? 

A. Yes. 
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12 THE FARM LOAN PRIMER. 

Q. Does the Government guarantee these honds? 

A. No ; but they are issued under the supervision of the Govern- 
ment and can not be issued until Government authorities have passed 
upon the securities and satisfied themselves that each dollar of bonds 
issued is secured by at least $2 worth of land, and each bond will con- 
tain on its face a certificate of its regularity signed by the Federal 
Farm Loan Commissioner, a Government official. 

Q. In what denominations are these honds to he issued? 

A. In $25, $50, $100, $500, and $1,000. 

Q. Are they protected against counterfeiting? 

A. They will be printed and engraved by the Government Bureau 
of Printing and Engraving the same as money is printed, and will 
be as carefully protected from counterfeiting as money is protected. 

Q. Will the honds of all the hanhs hear the same rate of interest? 

A. Probably, because they have equal security and are mutually 
guaranteed. 

Q. Must a hank get authority from the^ Federal Farm Loan Board 
to issue honds? 

A. Yes; and the bank may issue them only after it has taken ap- 
proved first mortgages with which to secure them and deposited such 
mortgages as collateral security. 

Q. Can you tell what rate of interest these honds will hear? 

A. Not yet. The rate will depend upon supply and demand. The 
rate will be just as low as possible so as to dispose of enough of the 
bonds at par to keep the bank supplied with money to meet the de- 
mands of farmers. 



€k)ples of this drcular may be secured free by addressing tlie Federal Farm 
Loan Board, Treasury Department, Washington, D. 0. 
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